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Giorgi Baramidze

Chairman of Anti-Corruption
Temporary Investigation Commission
of Parliament of Georgia

INTRODUCTION

In December 1995 the Parliament of Georgia adopted new Congitution which is
assumed as a bads for introduction of the inditution of parliamentary control,
aoproved dl over world-the structures of parliamentary investigation. With a view to
put into practice Article 56 of the Constitution a new law “On Temporary
Investigation Commission” was adopted on March 8, 1996, on the basis of which the
Georgian Parliament’s Anti-corruption Investigation Commisson was st up in March
1996.

The charman of Georgian Paliament Mr. Zurab Zhvania took the lead in
proposing the idea of edablishing the Commisson, which was goproved by the
magority of votes and backed up by al political parties, presented in the Parliament of
Georgia.

This step was taken by the Parliament for the purpose of introduction of Anti-
corruption political methods and teking of integra and co-ordinated measures by the
different public authorities. The fact tha Georgids Presdent and Parliament
proclamed 1997 the year of beginning the sStruggle agangt corruption is a logicd
sequel of the mentioned processes. By that the State authority has confirmed once
more its politicad will from the point of view conddering corruption to be an urgent
problem of the country.

According to the Resolution N 254- 1s, passed by the Parliament, the subject of
the Commisson's eactivity was determined as “Invedigation of the corruptive
processes and corruptive crimes committed by the officias and taking corresponding
measures within the Commission’'s terms of reference” which underlies the following
orientation of activity:

1. Invedigation and politicd assesson of the activities of high-ranking officids and
Stae inditutions. Besdes tha, man objective of the Commisson was not
exposure of certain persons crimes and applying sanctions againg them on legd
grounds (it is beyond the competence of the Commission), but denunciation of the
unrighteous, u unqudified and in some cases, even inadequate actions, causng the



dgnificant losses to the State and findly resulting in activization of the inditutions

of politicad or rather responghility.

2. Exation of pditicd influence upon the offidds and ocatan bodies of the
executive power, reponsble for preventive ingoection, exposure or suppresson of
the corruptive aimes i.e the Commisson should have teken the function of a
cadys in tking the dfective and intendve procedurd messures agand
corruption.

3. Invedigaion and andyss of the reasons causng corruption in the State dructures
and working out of goproprite recommendaions on the bads of the obtained
results improvement and rationdization of the exiding legidaion by the means
of reveding and eadication of the shortcomings favouring the emergence ad
development of the corruptive processes. From this point of view, specd atention
should be given to the dudy of lav-making, as wel as other agpects of attivity of
the inditutions of executive power, which etals the esablishment of different
excesve and in some cass unlavful dructures and bariers hampeing the
devdopment of private busness initiative in the country.

The Commisson has done its bit in perfection of the anti-corruption legidation
beds On the Commisson's initiative in October 1997 the Paliamet of Georgia
goproved the lav “On corruption and incompdtibility of interests in Stae sarvice
inditutions” The law, for the fird time in the higory of Georgian lav-making, hes
introduced the definition of corrupion and corruptive aimes edadlished the
indituion of dedaring the financial adtivity of the highranking offidds and thar
family members, as wdl as the norms, i.e ehic code of behaviour of the Sae
savice pasonnd. The metioned lav has ds0 improved and sysemdized the
exiding fragmentary and non-sydemdized legidaive norms

S fa the Commisson hes invedigaled more then twenty sizeable cases of
corruption and results and condusons have been passad to the corresponding
dructures for teking gppropriate measures. Pat of those maerids ae introduced in
the presented report deding with the activity, orientation and peculiaities of the
Commisson.

Giog Baamidze



On Abuse of Authority by Cabinet of Ministers during
the Process of Payment for Natural Gas from the Turkmen Republic

Having appointed the Intern Commisson Fighting Corruption in 1996, the
Parliament of Georgia charged it with the task to examine the process ofpayment for
natural gas from the Turkmen Republic. The Commisson set about the work on April
25, 199%.

It was very difficult to investigate this case, as it was linked with the activities
of the Cabinet of Minisers over a three-year period. After studying the statutory acts
adopted within that period, the necessty of investigation of those areas, which were
regulated under the above mentioned datutory acts, became clear.

Owing to this the commisson found it essential, that the Control Chamber
should have checked the documentation in the Ministry of Trade and Material
Resources, in the Ministry of State Property Management, as well as in the
Deoartmat of “SakGazi” (Georgan Gas). The autharizzd bodies dso dheded those
private organizations which wae dredly rdated to trangoortation of the goods to
the Turkmen Repudlic and redliztion of the datutory ads pessed by the Cabine.
"Bemi " ‘Are " "Express XXI", "Dabruneba'(private firms) and others were the
organizations of this type

On the gounds of the Commisson's goped the Mindries of Sate Saourity
and Internal Affairs as well as the Prosecuter’s Office of Georgia took part in the
edamnation procsdure At the gttings of the Conmisson the eqdanatioss ware gven
by D. Eliashvili, chairman of Department of "SakGazi"; M. Zankaliani, former
Minde of Trade and Mateid Resources D. lakobidze Minde of Fnance A
Slagadze, Minister of State Property Management; Z Kervalishvili, Deputy-
Crarmen of the Cabing; 0. Patsatda, Chairman of the Cabing gave eqlanations to
the commisson. A Margan, Degouty-Chairmen of the Cabingt failed to appear at the
gtting of the commisson.

In accordance with legdation, the minutes reparted on the nonappearance
of Margan a the dting were submtted to the cout of Mtatsminda Didrict. The
cout mede an apprgariate deason

The dedsons againg dl the above said parsons were sat to the invedtigation
bodes in orde to be assessad from a legd point of view. These dedsons ware o
brought to the attention of the Chairmen of Parliament.

Beddes thet, the dedson on the adions of D. lakobide as a Minider in
office, wes st to al fractions of Parliament in order to obtain paints of view.

The commisson raised a quedion concarning the abdlition of the privatization
of the Cognec Plant, complex of Gudari and of "Mshvidoba" before the Prosscutor’'s
Office of Gaorga.

The Prosecutor’ s Office of Georgia has brought legal action against the
privatization of Cognec Plat and complex of Gudalri.

All dttings of the commisson ware mede public, the rgrestatives of the
mess informetion meda took pat and thus the informetion wes available to the
society



Information

After dudying the documents drafted in connection with the payment for
naurd gas bought in the Turkmen Republic, it was found that the Cabinet of
Minigers had not daborated an integrated concept for settling the mentioned problem.
The PimeMiniger and Vice-Premiers acted without any agreement and often took
decidgons contradicting each other. They often ignored date interests and did not take
into condderaion the results of thar decsons

Unde the agreement between the Republic of Georgia and the Turkmen
Republic, conduded in 1992, the codt of Naurd gas from the Turkmen republic was
to be pad patidly in currency and patidly in dearing.

At the beginning of 1993 the Turkmen Republic owed 76,5 million dallars to
the Republic of Georgia

On February 25,1993. the governments of Georgia and Turkmenistan
concduded an agreement on trade and economic co-operation. Under this agreement
(atide 2) Georgids Minidry of Trade was obliged to send goods to the Turkmen
Republic on the bads of deaing.

The Cabing and the Minidry of Trade did not serioudy cary out inter-
governmenta obligations They did not teke effective contral of the trangoort of goods
to Turkmenigan, nor of the regigration of the trangported goods nor of the payment
for them. The Minigry of Trade only caried out a formd correspondence with the
minigries, which were suppliers of the production and did not supervise practicd
implementation of the agreamat.

The debt to the Turkmen Republic increesed catadrophicdly as a result of
non-existence of the unified system of payment for goods, transported to
Turkmenigan and lack of dae control over the trangportation of goods Till 1993,
Turkmenigan owed Georgia 76, 500,000 US dadlars but in 1993-1995 Georgia
became a debtor to Turkmenigtan, because the promised goods had not been supplied.
In 1995 the debt to Turkmenigan (without accrued interest) amounted to 386,000,000
US dallars This deht is gill unpad.

Up to 1994 the ddivery of goods to Turkmenisan was caried out by dae
organizaions and dter 1994 some private firms were do involved in the process
Though the rdaions with Turkmenidan in this fidd were esablished in 1992, the rule
of payment of 25% of the marginal profitability for the goods delivered to
Turkmenigan, was temporarily established only on July 8, 1994. This rule of payment
was in force only one month and on August 18,1994, the resdlution of the government
established another rule of payment. The supplier organizations were to be pad 40-
45% of the dearing vaue After three weeks this resolution was dso changed without
checking the results of previous resolutions On September 6, 1994, the Cabingt of
Minigers passed Resolution N638, which eattitled the private organizations “Are
Asodaion” and “Bemi Sodety’to teke pat in the trangoortation of goods to
Turkmenigtan in order to pay off the debts. The goods trangported by them were to be
reimbursed by 80% of the dearing vdue If the Depatment of "SakGazi" could not
have pad for the goods trangported by the private firms those firms would have been
given 15% (or more in paticular cases) of the shares of the enterprises, remaning in
date owneship. Under this resdlution the inditutions, organizations and enterprises of
the republic were to ddiver the goods proposad to be trangported to Turkmenigtan to
the “Are’ and "Bemi" Assodaions without obgruction. Under the same resolution

“Ard’ and "Bemi" were pamitted to postpone payment of taxes



The resolution was Sgned by A. Magiani. He was ds0 obliged to contrdl its
fufillment.

It should be noted thet this resolution was passed in violdion of the law. A.
Magiani had no right to dgn it. In accordance with the law in force a thet time
(Decamber 22, 1992) “On the Cabinet of Minigers of the Republic of Georgid’, the
right to pass a resolution was entitled only to the Cabingt and only the Charman of
the Cabinet was given the right to Sgn a resolution and a decree

This resolution was not discussad by the Cabingt and it was passed under the
20 cdled “rue of quesions’ that was not dlowed by the sad law. In September
6,1994, The Charman of the Cabinet went on a vigt aoroad, but A. Magiani had no
right to carry out the functions of chairman. Under the above mentioned law the Heed
of State should have authorized him to cary out the duties of the Charman of the
Cabingt. Such a decree by the Head of State waas not issued, though there was an order
by 0. Pasasa, appointing A. Magiani executor of his duties This order was illegd
and was dated September 15, which was undear and abaurd in the Studtion, for an
order of that kind should have been issued before the charman’s departure but not
after it.

It should be mentioned that the Resolution was drafted not by competent
officdds of the Cabinet, but by | Kipiani, Director-Generd of the society of “Bern?.
l. Kipiani sent a letter to the Charman of the Cabingt on Augus 17,1994, “We sad
you the draft resolution of the Cabinet of Minigers of the Republic of Georgia We
ak you to examine and pass it” sad the letter.

Firdly the Cabinet decided the draft-resolution, proposed by "Bemi", to be
passed as a decree by the Head of State The draft-resolution, after it had been
dightly amended, was submitted to severd membears of government, and wecomed
by them AMagan and Z. Kevdidwili, VicePremigs D. Hliadwili, charmen of
"SakGazi", D. l&kobidze, Miniger of Finance, M. Zankdiani, Miniger of Trede and
A. Slagadze, Miniger of Sate Propaty Management were those offidds who
agoproved the draft-resolution.

This resolution was not Igned by the Head of State and on this grounds it was
given the datus of a draft-order of the Cabingt (without any amendments). It was
agoproved agan by the same members of the Cabinet (gpart from A. Slagadze and Z.
Kevdidwili). The dove mentioned offidds did not dudy the draft-resolution
proposed by "Bemi" and did nat cary out any financid caculaions rdated to it. They
did not take into congderation thet this resolution would damege date interests and
edeblish unlanvful tax exemptions for the part of private dructures Payment of 80%
of the dearing vaue of the trangported goods to Turkmenigan would give a huge
profit to a certain private Sructure a the expense of the sate and would raise the cost
of naurd gas which would make dae enterprises and the population, as consumers
of naurd gas, insolvent.

It should be dso daed thet this resolution did not anul any of the sad
resolutions and orders, though they were obvioudy contrary to the Resolution N638
passed by the Cabinet.

The rexolution gopeared to be undear and inaccurate, which is inadmissble
for a document of date importance. “No more than 15%” edtablished by the Sate was
changed in the same resolution by a contradictory explangtion.” In paticular cases
more than 15% of the shares may be ddivered’. It was not dealy defined in which
cax it was possble to ddiver the shares and what was meant by “more than 15%".

The resolution was illegd, as it contradicted the law “On Privdization of Sate
Enterprises in the Republic of Georgid® adopted on August 9, 1991. Under this law,



the Cabinet of Minigers was nat authorized to ddiver the shares remaned in date
ownaship to privae firms as a repayment of debt. In accordance with the law, the
privetization of dae enterprises should have been implemented a auctions or under
the rule of competition, and this was not teken into account by the resolution.

Artide 23 of the lav provides that the privaization shdl be conddered
annulled “if the procedure of conducting the auction or competition hes been grody
vioaed” or “if the buyer has been given catan unlanvful privileges over other
buyas’. The same atide defines that privaization shdl dso be annulled “if in the
process of purchese an unlavful manner of payment hes teken placg’. Thus Al
mentioned requirements were violaied by the resolution of Sgptember 6, 1994.

In accordance with the resolution, as dready dated, the “Are Soaey” and
"Bemi" Ltd, were dlowed to pospone payment of taxes while the government had no
right to teke such a decison. This question is regulated by the lav " On State Budge!”
and is a prerogative of the Paliament of Georgia By such an attion of the Cabinet
the law “On Foundetion for Taxes’ was ds0 violaed. The Resolution N638, taken by
the Cabinet of Minigers on September 6, 1994, was dbvioudy hamful for the date,
as it did not protect date interests and etablished unlawful tax exemption for certain
private dructures On the bags of the sad resolutions the mentioned private
gructures made a huge profit and the date suffered a loss of 6,840,000 US dallars D.
lakobidze, Minider of Fnance, recognized a the gtting of the Commisson, that the
resolution was passad without any finenda cdculaions and was bassd on proposds,
suggested by the private firms.

M. Zankdiani, Miniger of Trade and Maerid Resources a tha time declared;
“Slagadze, lakobidze and | were skepticd about this resolution. | dated thet it would
not lead to any postive results, but | goproved it anyway, because it was impossble to
refuse it due to the effect of dearing. Besdes sodety would condder us to be agang
private busness’.

It is impossible to see a srious dtitude of M. Zankdiani to the quedion, as he
preferred to please the public, rather than safeguard date interests. He could not prove
the expediency of the resolution and could not put forward ressonable arguments
agand the above sad negative agpects

A. Slagadze dedaed a the gtting of the commisson, ‘that though the
requirements of the law on privaization and the resolution of September 6, 1994,
contradicted eech cther, he caried out the privatization of the enterprises “Enisdi”,
“Gudauri”, “Mdwidibe’ on the grounds of this Resolution and did not vidate the
requirements established by this law.

The Commisson thinks tha A. Slagadze as a highranking offidd and
politicdian, should have taken into condderdtion the date intereds obsarved the law
and should not have fulfilled the requirements of the resdlution, which were nat in
conformity with the lav on privatization.

Before the mentioned resolution was published, some of the state
organizetions hed dreedy ddlivered the goods to the government of Turkmenisten, but
Depatment of "SakGazi" could not pay for those commodities For example, the
Cognac Plat had sent 36,573 dedliters of cognec to Turkmenigan, which was
regigered by the government of the Turkmen Republic in December of 1994 and in
Jnuary of 1995. In this case the Cognac Plant should have been repad 498,000
dollars - the cogt of the cognac. The director of the Cognec Plant was sure that
"SakGazi" could not pay for the cognec and sent a letter to the Minigry of Trade in
order to reregider the contract regarding the cognec on behdf of "Bemi", which hed
been promisng to pay tha sum. M. Zankdiani did not check whether the goods hed



been regidered or not in the Turkrmen Republic (in fact by February 15, 1995, the
cognec hed dready been ddivered and regidered). He met the requirement of the
Cognec Plat and in accordance with the letter of February 15, 1995, dlowed the
Cognec Plat to reregiger the contract on behdf of “Bern?. As a result the date
should have paid not 498,000 dollars but 80% (4,388,000 ddllars) of the dearing
vaue (5,485,000 dallars) of the cognec (in accordance with the Resolution N638 of
September 6, 1994),i.e. 3,890,000 ddlars more The action of M. Zankdiani (re-
regidretion of the contract) caused a loss of 4 million ddlars. At the same time, this
UM weas given to "Bemi" as a present.

Besdes the Adminigrative Board for Building and Reparing of the Concan
of "SakAvtogza" (Georgian Mator Way) of the Republic of Georgia in 1994 caried
out the works worth 1,419,000 dollars in Turkmenigan. On January 11, 1995, M.
Zankdiani sent a letter N130 to the Turkmen Republic’'s Minidry of Trade and asked,
thet the cogt of mentioned works should have been congdered to be the sum, which
should have been pad under the dearing. Those works had been conddered to be
implemented by "Bemi". |

M. Zankdiani acted in a same manner, when on February 8,1995, st a letter
(38-01/41) to the Minigry of Trade of Turkmenidan and asked the goods worth
2,600,000 ddllars to be regigered on behdf of "Bemi". Though the goods were not
trangported to Turkmenigtan due to undear reasons.

Apat from the cognec, the cog of the production of Champagne Plant and
Vine Pat of Vakdili, which had been ddivered to Turkmenidan, was dso
regigdered on behdf of "Bemi". The dae should have pad 80,000 dallars for the
goods produced by the Champagne Pant. The date pad 595,000 dalars (in
accordance with the resolution of September 6,1994) to “Bemi, i.e 515000 dallars
more. The date should have pad 57,000 dollars for the goods of Vine Pant of
Vaketili, but actudly it had pad 753,000 dollars, i.e. 696,000 dollars more. In both
cases the state lost 1,2 11,000 dollars,

Regigration of the goods ddivered to Turkmenigan by differet date or
private enterprises on behdf of "Bemi" was implemented in a amilar way. As a
result, as dready mentioned above, the date suffered a loss of 6,840,000 dollars

We mug dae, that M. Zankdiani had no right to re-register the contracts, as it
is not indicated in Resolution N638 that the goods already transported to
Turkmenidan by the dae organizations should have been regidered on behdf of
private organizetions or those private organizations should have obtained the dearing
vaue of the ddivered commodities Because such a procedure of transporttation and
regidration of the goods had not been dipulaed by the resolution, its individud
enforcement was vidlaion of the law by the Minider of Trade Edablishment of such
a procedure was the prerogative only of the Cabingt of Minigers, though it would
have ben illegd and hamful for the dae anyway. The regidraion of the goods
trangported by date organizations on behdf of privae firms was explaned by M.
Zankdiani in such a manner: It was not important who ddivered the commodity and
on whose bendf it was regigered. The fact the gate could not have pad for the goods
and in such a gtudion private firms assumed responghility for payment was the mogt
important quegion. Information, obtained by the commisson showed, tha privae
firms pad for the goods to date organizations after "SakGazi" hed pad for those
goods They did not spend their own money in order to meet the debts to dae
organizaions



“Bemi Society” pointed out in the contracts, concluded with state
organizetions (Vine Pat of Vakeili, Cognec Plat, Champagne Pat ec) tha it
would have pad to date organizations, dter it had received money from "SakGazi".

For example, in the contract concluded on Jenuary 11, 1995, between the Vine
Fat of Vaketli and "Bemi", it was dated, that the cost of the goods would have
been pad to the vine plant not later, than ten days as from the dae of recdpt of
mongy from "SakGazi". Such a procedure of payment was edablished in dl other
contrects.

Resolution N638 of September 6, 1994, Sgned by A. Magiani led to other
irreversble results

Because of gross vidlaion of the lav “On Privaization of Sate Enterprises’,
society of "Bemi" was given the shaes worth 1,046,784 dollars, which were
previoudy owned by the joint-dock company “Enisdi” (Cognec Plant). That sum
amounted to 57,74% of the founding capitd. "Bemi" was d<0 given the shares of the
sodey of “Gegeti” (Complex of Gudauri) which were worth 1,269, 000 dallars
(64,26% of founding capitd) and the shares of the joint-sock company “Mshvidobd’,
142543 dollars (58,99% of founding cepitd). The shares of other dock sodieties
worth 230,555 ddllas were ds0 trandared to the owneship of "Bemi", Sate
property worth 3,153,000 ddlas in dl. "Bemi" pad nothing for that propety and
recaved it as the debt to the Sate, which actudly was not met.

It should be noted, that privatization of “Eniseli” stock society was
implemented without dearing up the fate of unic, century old cognac pirits kept a
the plant. The question regarding the argument between the government and buyers of
the plant arose only &fter the priveization.

On March 31,1997, before the case was examined & the court, the leedership
of "Bemi" had sent a ldter to the Minidry of State Property Manegement. It was sad
in the ldter: “We agree to the argument of the Paliamentay Commisson, that in
tranderence of dhaes of “Gagdi”, the dae interedts have not been taken into
acoount, that is why we ask you to give back the shares of “Gergeti”, a dock sodiety.”

Before the resolution of September 6,1994 was pased A. Magiani, hed
successfully managed to promote a number privae firms a the expense of date
dructures without any legd base

On Augus 3,1994 a month before the resolution of September 6,1994 was
passed and when the involvement of private firms in the co-operation with
Turkmenigen hed not been legdized, A. Magiani sat a letter (243/100) to |.
Beridze, director of “Kartli’, Tobacco Fectory, and charged him caegoricdly: “In
order to meat the debt of "TbilGazi", you must send 10 million boxes of dgarettes to
Tukmenigen through the fim of "Bemi". In accordance with this letter, in 19%4-
1995, the factory trandferred to "Bemi" 10,557,474 boxes of cigarettes, worth 269,7
billion coupons. Because of this operdtion the factory was charged an excdse worth
90,8 million coupons and the factory did not get any money for the goods ddivered to

"Bemi".
After four months on December 29,1994, Mr.Bubuteishvili, Presdent of

“Barn?, addressed to Mr. Margiani: “We ask your permisson in order to obtan 10
million boxes of non-filter cigarettes from “Kartli” (Tobacco Factory) for
trangportaing to Turkmenigan.”

On the falowing day, on December 30,1994, Mr. Magiani again sat a letter
of the following contents to the director of “Katli”: “We ak you to teke into
condderdion the interests of our country and to ddiver the required goods” From



July to September of 1995, "Bemi" obtaned 2,461,700 boxes of cigarettes (worth
88,8 hillion coupons) from the tobacco factory.

The factory was charged again to pay appropriate taxes without any
compensaion for the commodities ddivered to "Bemi"

As a reaut the fectory suffered a huge loss and nearly went bankrupt, at the
same time, the date los 696,743 dollars. "Bemi" pad for the goods, recaived from the
tobecco factory patidly by meeting the debts to different organizations

On Ay 15,1995, the Cabingt passad Resolution N418, which was sgned by
Z. Keavdidwili, VicePremia. This resolution annulled dl previous decress
pronounced by the Cabing, regarding the tranderence of date dhares in exchange of
the goods trangported to the Turkmen Republic. 60-70% of the dearing vaue should
have been paid for the goods trangported to the Turkmen Republic.

Thus, the resolution of September 6,1994, Sgned by A. Magaini had bean in
force for nine months and as a result the sate suffered a loss of 6,840,000 dollars, a
number of date organizations went bankrupt and the date debt increased by 200
million dalas

On May 13,1994 A. Magiani issued Order N368. In accordance with that
order “Aré’ was to be pad 35% of the dearing vdue of goods ddivered to
Turlonenigan. On May 14,1994, a contract was conduded between the charman of
“Are’ and "SakGazi". Up to August 1994, “Are’ trangported to Turkmenistan goods
worth 350,635 dollars

On the grounds of the mentioned order the “Are-Associaion” was to be
reimbursed 35% of this sum, i.e. 807,592 US dallars Mr. Hliadwili, pad to “Are’
80% of the dearing vealue of ddivered goods (1,845,925 ddlars) under his own
decison, while there was no any decison or order by the Cabingt. Such an action of
D. Hliaghvili causad aloss of 1,038,333 US dallars

In order to prove the lanvfulness of this action, on September 7, D Hiadhwili
enclosed a supplement to the Agreement of May 14,1994. According to the
upplement, that the Resolution of May 13,1994, was annulled by Resolution N638,
adopted by the Cabinet. In accordance of Resolution N638 the goods ddivered to
the Turkmen Republic were to be pad for by 80% of the deaing vdue The
upplement was dgned by the presdent of “Arg’ and by D. Hiagwili himsdf. D.
Bliaghvili presented to the Commisson the explanation (N336/60 07.12.1994) by V.
Kapanadze, Stae Advisor in finendd, credit and tax policy maters. The explanaion
dated: “As far as there are two resolutions on the same question, "SakGazi" mug be
guided by the lest ong’. V. Kgpanadze was not a competent offidd to give such an
explandion. Beddes before three months of this explangtion, D. Hiadwili hed
dready decided to compensste 80% of dearing vadue of the goods to “Are’. The
decison was daed in the mentioned supplement, designed by him.

Under such arule “Bemi Sodiety” was pad for 58,600 bottles of cognec. As a
result the Society obtained extra 153,800 dollars.

Issuance of an order by A. Magiani was illegd, as he was nat gppointed
executor of the duties of the chairman of Cabinet by the Head of State,

It must be dso daed, that in this redlution A. Magiani rased a quesion
before the Head of State to exempt “Aré’ from dl taxes and by such an action grosdy
violated the law. In the fird hdf of 1994, the firm of “Express XXI” trangoorted
tobacco worth 53454 dollars (worth 80,775 dollars induding the cost of trangport)
to Turkmenigan on its own initidive

The rgresentaives of the firms found out in Turkmenigdan, tha in this
republic they should have paid according to the dearing. The firm was forced to pass



goods to the govenment of Turkmenisan, On July 28, 1994, N. Sakhelashvili,
Director of “Express XXI”, sat a letter to the Cabinet of Minigers of Georgia and
asked “Express XXI” to be pad for the goods ddivered to Turkmenigan. The Cabinet
met this requirement and on August 9, 1994, issued Order N645, sgned by O,
Pastda, Charmaen. In accordance with this Order Department of “SakGazi” should
have pad to “Express XXI” the sum in coupons worth 200,000 dollars. i.e 200% of
the dearing vaue of the goods ddivered to Turkmenigan. “SekGaz” fully pad this

money.

It mus be metioned, tha in those times none of the entarprisess weas
rembursed by “S&kGaz” for the goods, ddivered to Turkmenigan. When “Express
XXI" weas reimbursed for the goods, Order N368 of May 13,1994, issued by Vice-
Premier was & hand.

In accordance with it, the goods ddivered to Turkmenidan by “Are Sodety”
were to be pad for by 35% of the dearing vdue There dso was Resolution N443 of
July 8, 1994, issued by Prime-Miniger, providing that dae enterprises were to be
pad for the goods ddivered to Turkmenigan by 25% of margind profitability.

Thus, payment of 100% of vadue of the ddivered goods to “Express XXI” was
obvioudy illegd and hamful to the date As a reallt, the dae suffered a loss of
120,000 dollars.

As dready mentioned, the order was sgned by 0. Pasatga Prime Miniger.
A. Magani, VicePremie; D. Hiagwili, Charmen of the “SkGazi Depatment”. M.
Zankdiani, Miniger of Trade agreed with O. Pasatsa and goproved the order. M.
Zankdian dedaed a the stting of the commisson, that he did not remember why he
hed sgned the order, as wdl as the Stuation the Sgning hed taken place, though he
congdered the order to be unlawful.

The reason of the issuance of such an illegd order became dear, dter the data
related to this case had been sudied.

In paticular, the letter of June 28, 1994, by N. Sskhdadhili was addressed to
A. Magani, who in his turn, addressed it to A. Babukhedia (that time Heed of the
Depatment of Trade and Savices of the Cabingt of Minigers), but the letter was not
regidered. A. Babukhedia explained, that he did not have anything to do with the
payment for the goods ddivered to Turkmenigan and the above sad letter was not
given to him and it was not regigered dther in the chancdlery of the Cabingt, or in
the chancdlery of this department.

Badi Goldiani, a pason linked with “Express XXI”, explaned: “I am the
cross father of the son of Nodar Margiani, brother of A. Margiani. In July1994 Nodar
Margiani and | went to Avtandl Margiani and asked him the hdp in the repayment of
200,000 dollars. He told us to write an gpplication on behdf of N. Sskhdashwili ad
phoned M. Zankdiani and D. Eliadwili”. We think everything is dear. As a result of
unregidered letter and protectioniam the Charman of the Cabingt issued an unlawful
order. According to it the gate money (120,000 US dollars) was tranderred to private
firms It is a gross vidation of the law.

Moreover, the “Express XXI” was not satidfied with 100% payment of the
dearing vadue of the goods, ddivered to Turkmenigan, and ayear later, in Augud of
1995 the Hrm demanded a repayment for trangpotetion of the goods while the latter
had been trangported on the initigive of the Hrm without any permisson of the
Govenment on it.

It is surprigng, that under Order N543 of Augudst 9,1995, issued by O.
Patsatia, “Express XXI” was repad 121 hillion coupons (93000 dollars) for



trangportation the goods. The order dated that Department of “SakGazi” was to pay to
“Express XXI” for the trangport of tobacco.

D. lakobidze, Miniger of Finance, goproved and sSgned this unlavful order,

“SekGazi” could not pay the sum due to lack of means

It will be interedting to get to know the Stuation, in which the mentioned order
was issued.

On September 6,1994, N. Sakhdadhwili addressed a ldter to A. Magiani agan
and asked for the repayment for trangoort. A. Magiani sat this letter to D. Hliadwili
and reguested to solve the matter pogtivey. D. Eliashili could not sdtle the question
“postivdy” as “SakGazi” had no money. After that N. Sekhdadwili submitted an
goplication to the Head of State From there gpplication was sent to the Cabinet of
Minigers without any indructions. The Cabingt, in its turn, st it to the Minidry of
Fnance On July 17,1995, Mr. Murjikndi, Deputy-Miniger of Fnances st a ldter
to the Cabinet. He daed, that as a contract between “SekGaz” and “Express XXI”
hed not been conduded and “Express XXI” had dready been repad 200,000 US
dollas, the Minigry of HFnance conddered the paymet for trangoort to be
groundless. In spite of the condusion by the Minidry of Finance, 0. Patsaida took a
decson anyway on the repayment to "ExpressXXI” for the trangport.

In December of 1993, “Pegtoni”, a joint enterprise of Georgia, Isad ad
England gave 620 tonnes of tea for preservation to "InterContact"”, a firm of Rustavi-
City. Up to May 1995, the tea was presarved in rallway blind dley of "InterContact"”
because of the death of A. Ketiladze, Director-Generd of “Pagtoni”.

The Sarvice of State Security was intereted in this fact and brought a crimind
action agand it.

Indead of trandering the money, obtained as a reault of the sde of teg to the
date budget, Sarvice of State Security and that time Chief of the Ralway Department
R Vadhaidze gave the tea free of charge to “Dabrunebd’, an Assodaion of
Refugess and Dissbled from Abkhazia on the grounds of intercesson on the pat of
catan Palianent members The assoddion trangported the mentioned tea to the
Turkmen Republic, without conduding any contract with “SekGaz” and without the
pamisson by the government of Georgia The Turkmen Republic obtained 702
tonnes of teq, the dearing vaue of which amounted to 1,404,000 US dollars.

On September, 5, 1995, T. Sadjda, Presdent of Association, addressed a letter
to A. Magiani, foomer Prime-Minger and asked to pay for the teg, trangported to
Turkmenigan by “Dabrunebd’ under the dearing. He put forward an argument, thet
“Dabnmeba Assoddion” had been exempted from dl taxes in accordance with
Resolution N677-11, 1995, dgned by the Charmen of Paliament.

On September 7, 1995, 0. Pasasa chaged D. Hliadhwili, Charmen of
“SkGaz”, fird of dl to pay fully for the tea trangoorted to Turkmenigan by
“Déabrunebd’, while in accordance with Resolution N418 of July 15,1995, (paragraph
7), “Dabruneba’ was to be paid no more than 60-70-% of dearing vaue

D. Hliaswili refused “Dabruneba’ to pay for the tea In the letter, dated
October 25,1995, he mentioned, that Assodation had not negotiated the said question
with “SekGazi” and had not conduded any contract with it. At the same time he
pointed out, thet “SakGazi” was out of means.

As a result of mentioned fact, the deputation of Abkhazia sent a letter to the
Head of State It was sad in the letter, tha “Dabnmeba Assodaion” patidly hed
bought the lawgrade tea from the population and trangported it to the Turkmen
Republic. That action hed been pamitted by the Prime-Miniger, but the executive
bodies had not given the promised credit to ‘SkGazi”, in order to pay for the



trangported tea The Head of State addressed the letter to Petre Bakradze, who made a
concdluson on the question (though the owner of the teg, was not named).

In the concduson dated September 7,1995, P. Bakradze pointed out, thet
“Dabrunebd’ had implemented the mentioned action without the obsarvance of the
edablished procedures and without the resolution by the government. But as it served
the interests of the refugees and dissbled of the Abkhazian war, the Cabinet should
have been charged to condder the quedtion of repayment for the trangported tea to
“Déabrunebd’. In paticular, on the grounds of the resolution of July 15, 1995,
goproved by the Cabingt, 60-70% of the goods should have been repad for. On
November 9, 1995, the Head of State issued Decree N184 and charged the Cabinet of
Minigers to raise the means for the repayment to “Dabruneba’ for the trangported tegq,

in order to meet a delt for natura ges.
In the conduson of P. Bakradze the views of same Minigas on the

repgyment for the tea are dted, and in paticula, the above discussed view of

The Minigry of Trade and Maeid Resources conddered, that though
“Déabrunebd’ hed trangported the tea without the pamisson of the Minidry, it was
necessay to pay 60-70% of deaing vadue of the tea as the goods had been
trangported in fact.

The Ministry of Finance thought, that it was impossible to meet the
requirement of "Dabruneba", as it had trangported tea without a contract and without
indructions of the government. Besdes “SekGazi” had no money and the dae wes
uncble to dlocate money to “SekGaa”.

On October 30, 1995, the Minidry of Economy sent a letter to the Minigtry of
Fnance

The letter sad that “Dabrunebd’ was to be paid 60-70% of dearing vdue of
the goods.

The letter was addressed to G. Gurgenidze, Head of Adminigrative Board for
Agro-Indudrid Works of the Minigry of Finance G. Gurgenidze pointed out in the
letter, dated December 8, 1995 and addressed to Murdjikndi, Deputy-Minister of
Fnance, that “Dabruneba Assocdion” trangported to the Turkmen Republic 702
tonnes of tea without a contract (the indices of grade and price were not fixed). The
dearing vadue of the tea anounted to 1404,000 dollars. “In view of the aove, the
date debt mugt not be met, as the details of trangported goods and implemented works
have not been fixed’, was sad in the leter.

Thus, dl mentioned Minidries and offidds thought thet “Daoruneod’ was not
to be pad for the tea or the money for payment of 60-70% of the dearing vaue of the
tea was to be found.

In such a gtuation, D. lakobidze, Miniger of Fnance by Order N145 of
December 22,1995, reimbursed 100% of dearing value of goods to “Dabruneba’. The
sum amounted to 1, 404,000 US dadllars, i.e 421,000 US dollars more. As a reault the
date suffered a loss of the same um.

The Commisson did not agree aout the arguments given by Mr. lakobidze,
thet he had interpreted the decree by the Head of State as if he should have paid 100%
of dearing vaue of goods

0. Pasada, Charmen of the Cabing and Z. Kervdidwili, Deputy-Chairmen
of the Cabing dedared a the gdtting of the Commisson, that dl aove mentioned
abusss were causd by the exiging difficult Stuation. 0. Pasatda dso sad that his
dgnaure on ome dautory acts may have been fddfied, which, of course may have
factudly taken place This fact should be deared up in the process of investigation.



Conclusion of the Commission

The Tempoay Invedigaion Commisson Hghting Corruption obtained
explandions from 0. Pasatda Z. Kevdidwili, D. Hiagwili, M. Zankdiani, D,
lakobidze, (A. Margiani did not gopear a the gtting of the commisson), andyzed the
data obtained and came to the following conduson:

I. As the Charmen of the Depatment of "SakGazi" of the Cabingt Miniders
D. Hiaghwili caried out his duties cardesdy. As a reslt the dae auffered a huge
amount of money.

In paticula:

1) Mr. Hliadwili pad for the goods trangported to Turkmenigan to “Are’ and
"Bemi" and by his action violaed the law. As a reault the date suffered a loss of
1,192,133 dollars

2) Mr. Eliashvili took part in drafting the illegal Resolution N638 of
September 6, 1994 and gpproved it. Due to this resolution, the date suffered a loss of
6,840,00 dolas Because of unlawvful adions by D. Hiagwili the date logt in dl 8
million dallars

[I. As Miniger of Trade and Mateid resources, M. Zankdiani:

1) did not show a serious atitude to the reregidration of contracts regarding
the trangport of goods by the date organizations on behdf of privae firms As a reult
the date organizations sUffered great losses

2) took part in drafting Resolution N638 of September 6,1994 and gpproved,
it. As a result the date suffered a loss of 6,840, 000 dollars.

3) took part in drafting Order N64 of August 9,1994 and gpproved it. In
accordance with the order “Express XXI1” was unlawfully paid 120,000 dollars and the
date log the same sum of money.

As a resllt of illegd adtions of M. Zankdiani, the date suffered a loss of
almost 7 million dollars The date debt amounted to 400 million dollars due to his
cadess fulfillment of duties

lll. As Miniger of Fnance, D. lakobidze did not supervise the raiond and
economic use of date money. As a reault the date suffered a loss of a huge sum.

In paticular:

1) On December 22,1995, he unlawfully pad the extra 421,000 ddllars for
goods ddivered to Turkmenigan by the “Daorungba Asodation” and  the dae lost
the same amount of :

2) took part in drafting Resolution N638 of September 6,1994 and gpproved
it. The date logt 6,840,000 dallars because of this resolution.

3) took part in drafting Order N543 of August 9,1995 and gpproved it. Under
this order, “Express XXI” was to be pad for the trangpoort of goods ddivered to
Turkmenigan in viddion of the lav. This sum amounted to 121 hillion coupons
(93,000 dollars). But "SakGazi" did not pay because of the lack of money. Thus, as a
resllt of unlanvful actions by D. lakobidze the dae suffered a loss of 7,260,000
dollars

IV. As Miniger of State Proparty Manegement, A. Slagadze, on the bass of
Resolution N6338 of September 9,1994, tranderred the Sate property worth 3,153,000
dollars to “Bemi”, a private firm. It was a gross violdion of the lav as "Bemi" pad
nothing for the date property. As a result the date suffered a loss of 3,153,00 dollars.

V. As Deputy Pime Minider, Z.Kervalishvili:



1) As Deputy Rime Miniger and supavisng the fidd of fud and power
economy, Z. Kevdidwili could not fulfill his duties propaly and faled in tsking
control of the transport of goods to Turkmenistan, stipulated by the inter-
govenmentd  agreement. As a result, Georgia got into the debt to the Turkmen
Republic and the debt amounted to 400 million dallars

2) Z. Kervalishvili actually took part in drafting Resolution N638 of
September 6, 1994, which was obvioudy illegd and harmful to the date. Due to this
resolution the date lost 6,840,00 dollars

VI. As Deputy Charman of the Cabingt, A. Magiani:

1) ovedepped his authority and dgned Resolution N638 of September
6,1996, which was illegd and harmful to the date and caused a loss of 6, 840,000
dollars

2) did not teke any practicd meesures for fulfillment of the resolution of
September 6, 1996, Sgned by him, could not diminate the disadvantages rdated to
the fulfillment of the resolution, that resulted in the huge loss Moreover, the
reslution had been in force only for severd months and private firms due to the
absence of control,dopped ther ddivery of goods to Turkmenigan. As a result,
Georgia fdl into det to Turkmenidan and the debt amounted to 400 million dollars

3) edablished unlanvful privileges for catan private dructures & the expense
of the date interests and put dae organizations in a pogtion of dissdvantege As a
result the date organizations amost went bankrupt.

After the products from the Tobacco Plant "Kartli" was trandferred to 'Bemi",
the date suffered a loss of 696,743 dollars

4) goproved the unlawful draft-order of August 9, 1994, desgned by the
Charman of the Cabinet. As a reault the date suffered a loss of 120,000 dallars.

As Deputy Vice Premier, he was not authorized to gpprove the mentioned
order, but he did 0 because of his private interes, that is inexcussble for a high
ranking offiad.

5. having unlanfully obtained 200,000 dollars after a year “Express XXI”
demanded to be pad for the trangoort of goods to Turkmenigan (121 hillion
coupons). Though A. Magiani was not officaly connected to those actions he wrote
caegoricd indructions on a letter from the director of “Express XXI” due to private
intereds “To D. Hiadwili We ak you to sdtle this question pogtivdy”, he wrote in
the indructions. This fact proves that his dtitude to the questions of date importance
was cadess and totdly inexcussble.

6) A. Magan had been bresking lavs sysemdicdly and exempting private
firms from taxes, (Resolutions N638 and N773, Order N368 of May 13,1994). As a
result of illegd actions of A. Margiani,undermining the economy of the ate, caused
alossof 7,656,500 ddlas in dl.

VII. As Charman of the Cabinet, 0. Pasaisa

1) could not ensure the legitimete work of the Cabinet. The members of the
Cabinet, as wdl as Pasasa himsdf, passed a number of resolutions and orders
contradicting each other and ignoring the dae interests. Such an action can be
characterized as a gross violaion of the law “On Cabing Minigers'.

2) could not elaborate and exercise the levers for the control of the
implementaion of the intergovernmenta agreements, conduded with the Turkmen
Republic. As a result Georgia fell into debt, worth 400 million dollars to
Turkmenigan. This deat is dill unpad.

3) could not suppress the willful actions of vicepremies who passed a
number of unlanful resolutions (on the ground of the gpprovd by three or four



minigers) undemining the economy of the country. For example Resolution N638
of September 6,1994, sgned by A. Margiani, for the contra of the implementation of
the intergovernmentd agreements, conduded with the Turkmen Republic. As a resuit
Georgia fdl into delt, worth 400 million dallars to Turkmeniden. This dett is ill
unpaid.

4) did not take any contral of the decisons made by the Minigers, who took
advantage of the gtuation and mede a number of illegd dedsons hamful to the
dae For example D. Hliagili, Charmen of "SakGazi" pad to “Are’ and "Bemi"
1,192,000 dollars extra As a reault the date logt the same amount of money.

5 showed inexcusble generodty in spending the date money and unlawfully
pad large sums to private firms

d) ignored the gatutory acts d9gned by himsdf in which payment of 2535% or
40% of the dearing veue of the goods,transported to Turkmenistan, wes dipulated,
he ensured 100% payment of dearing vdue of the goods to “Express XXI”. As a
result the date log 120,000 dollars.

b) ignored caegoricd refusd by the Minidry of Fnance and met the
requirement of “Express XXI” (which asked to be pad for the trangport of goods The
sum to be pad amounted to 121 hillion coupons i.e 93000 dollars) without any
revigon and conaultations by competent minidries If his dedson had been caried
out, the sate would have los 93,000 dollars.

6) did not try to dear up the Stuation and spend money economicdly, did not
teke into congdeaion the views of the compeent Minigers and made decisons
persondly. In soite of the refusal by competent minidries and in accordance with his
indruction “Dabruneba Assoddion” wes pad 100% of the deaing vaue of the
goods trangported to Turkmenisan (1,404,000 dollars). As a result the date suffered a
loss of 42 1,000 dollars.

The date suffered a loss of 8,573,000 ddllars in dl because of unlawvful actions
of 0. Pasasa

(We have to note, that the figures may be changed in the process of procedurd
invedigation and economic  examingtion).

The Minidry of Internd Affars has been investigaing this case for a year, but
unfortunatdly no results have been obsaved as ye. The attions of the aove
mentioned persons have not been assessad from a legd point of view, though the
commisson submitted gppropricte data to the Minigry long ago.

We should nat fal to teke into congderdion the fadt, thet internd and externd
conflits as wdl as difficuties in dae organizaions and private firms, disorder in
busness contacts have worsaned the dreedy exising chaotic Stuation.

The cessttion of supply of ges and dectricity in such a Stugtion could cause
politicd ingability. The lack of time put organizations and persons linked to the
mentioned problems, in a vay dfficult postion.

In Such a difficult gtuaion, it was possble to meke dedisons, as a reult of
which thousands of owners obtained propety without payment of its red vdue

The Commisson thinks that taking deps with the purpose of checking the
results of privatization would be conddered to be an obdruction to privatization.
Citizens having a dedre to be invalved in privatization will become skepticd about
the process or about the current economic reforms, and this would be harmful to the
State.

Teking into condderdion the above mentioned agument, the Commisson
does not think the involvement of law-enforcement and audit bodies in the revison of



the resuts of privaizaion to be essatid (goat from the actions which ae
congdered to be crimind).

Toilis
September 2, 1996

Reaction:

The informaion and condudon of the Commisson have been st to the
Presdet of Georgia, as wdl as to the Paliament Charmen and law-enforcement
bodies. As a result, D.Eliashvili, Chairman of the “Sakgazi”Department and
D.lakobidze, Minider of Finance, are digmissad from thar pods.

On the grounds of the information presanted by the Commisson two carimind
cases have been brought into action a the Minidry of Internd Affars

The Minidry of Intemd Affars ceessd the aimind case denoundng the
Fnance Miniger D.lakobidze and passed a resolution rgecting the commencemeant of
Ut agang him.

The aove mentioned crimina case has been investigated by the expearts of the
Commisson and both resolutions concarning the cessation as wel as the rgection of
commenang of the it have ben considered.to be unlawvful and gppeded agand.
The Public Prosecutor anulled both resolutions as unlanvfu and renewed the
prdiminary invedigdion of the case

The invedtigation of the ssecond case is 4ill in progress



On Licence Chamber of the City Council of Thilis

The main purpose of the Temporary Investigation Commission Fighting
Corruption is to promote market economy and private busness as much as possble
and to protect them against unlawful actions of date organizations.

In may of 1996, under the indructions of the Chairman of Parliament the
Commission studied the problems facing the trade and industrial enterprises of
Thilis. The representatives of the Prosecutor’s Office of Georgia, Minisry of Internal
Affairs, Tax Inspection and Control Chamber also took part in it.

It turned out that the most of the heads of trade and industrial enterprises
were displeased with the activities of the License Chamber, st up by the City Council
of  Thilig.

After the question had been studied, it was ascertained, that the Licence
Chamber of the Thilis City Council ( establisned on the grounds of Order N82 of
May 24, 1995 of the Thilisi City Council and Decision N07.05.50 of September
20,1995 of the Board of City Council) registered and issued licences for the
enterprise to this or that manufacturer, neglecting with that the organizational and
legal form. The Chamber was also given the right to suspend or annul the issued
licence, to stop or control the activity, while under the effective legidation only the
courts are entitled to register an enterprise, and it is after that the latter has the right
to begin the dipulated activity. the Tax Inspection is charged to take control of the
activity in accordance with the law and it is illegal to give its functions to the Licence
Chamber. The Licences for the enterprise must be issued by the appropriate
Minigries in accordance with the sectors.

The Chamber of Licence and Enterprise issued in all 22,000 Licences. The
dructure, established in order to provide the budget with finance, could not fulfill
even this function and the revenues obtained through its activity amounted only to
0,5% of the budget.

The above mentioned decison of the City Council also violated the law “On
Manufacture” and Resolution N322 of August 23,1994, passed by the Head of Sate.

In view of the above, on June 4,/994, Georgia's Temporary Investigation
Commisson Fighting Corruption made a decison at the gtting.

Decision:
Extract from the minutes of the Commission stting
Minutes N2

The Commisson conduded:

1. To rase a quater before the City Coundl of Thilig in order to annul Order N82
of March 24, 1995 “On measures for Edablishment of Unified Munidpd System
for Regidraion and Licenang of some kinds of Enteprises” as wdl as the
Decison NO7.05.50 of Segptember 29, 1995 of the Board of the City Coundil “On
Establishment of the License Chamber of the Thilis City Council” as
contradicting the Condiitution of Georgia and the lav “On Manufecture”

2. Entrug the Committee of the Georgian Paliament for Economic Policy and
Reoms with the andyzing of the present dtudion in the licence sysem of
Georgia



3. Entrug the City Munidpdity of Thilis with infooming the Commisson in two
weeks period about the result of the discusson and the measures to be taken.
4. The aove mentioned decison should be published in the press.

The City Coundl of Thilid issued Order N58 on June 20,1996. According to this
oder. “In view of the deason of the Temporary Invegigaion Commisson Hghting
Corruption, of the Parliament of Georgia, the adtivities of the Licence Chamber of the
Thilis City Coundl shdl be sugpended.

Thilig
June 4, 1996.

Reaction:

| The dty coundl of TBilisi on 20 June, 1996 has suspended the Sructure of
,»Unified Municipa System for Registration and Licensing of some kinds of
Enterprises’.



On Breaches Committed in Allocation, Usage and Repayment
Of the Credit of Turkey

In 1992-1993 Georgia received the credit of and the 224 million dollars from
the foreign countries Turkey, Russia, China, Austria, Armenia, Azerbaijan,
Kazakhstan, Turkmenistan as well as European Union, the World Bank, International
Monetory Fund and the Bank for Reconstruction and Development.

It is clear to everybody that Georgia, having gained independence in 7992--
1996, waged war for territorial integrity andfought the civil war, was unable to exist
without credits. But that is another matter how the country made the use of those
funds for the revival of the Republic and welfare of the people living in Georgia. In
one word the Stuation can be appraised as very bad. Many factors gave rise to this.
On the one hand, it was caused by insufficient skills and experience of the people
taking part in putting in use those credits, and on the ofher hand, the carelessnes and
irrespongibility of certain officials whose actions led the dtate to the loss of million
dollars. It appears that those actions not sddom entailed the corruptive erimes which
should attract the attention of the law-enforcement bodies.

The above noted results were conditioned by the fact that the state had not
taken the control of the gdtuation concerning the usage and repayment of the credits,
to say nothing of the lack of legidative bads in this sphere of activity, by means of
which we try to screen our incapability.

On September 8, 1992 the Council of the Sate of Georgia issued a decree
according to which “the Government of Georgia shall make decisions on debt
increasing within the limits establisned by the supreme legidative power” (arcticle
2). By operation of Article 26 of the same law “the Government of Georgia shall
make decisions on digribution of the foreign credits within the limits established by
the supreme legidative power .

None of these articles have ever been put into practice for the smple reason
that Parliament of Georgia failed in discussng the question on obtaining, usage and
canceling of the credits.

Neither had been carried into effects the engagements stipulated by the
mentioned law concerning “the duties of the Ministry of finance to work out the
common rules for controlling the foreign debts, taking stock of the obtained and
apportioned date credits and conducting the talks with the foreign creditors on the
conditions of taking and paying off the loan ~. It was only in 1996 that the Ministry of
Finance darted about regulation of the foreign debts.

Non-compliance with the requirements and non-observance of the laws are
mentioned below among entailled deplorable consequences.

The credits of 50 million dollars allotted by Turkey can serve as an example

for that failure.

I nformation

The agreement on dlowance of the credit was made as far back as 1992.

On December 10, 1992 the Foreign Minigers of Turkey and Georgia, Mr.
Hickmet Cheinik and Alexander Chikvadze me in Antdia Turkey. The man
et of thar tdk was the drengthening and devdopment of mutud trade and
economic reaions between Georgia and Turkey, that was presented in the agreement



ggned by the paties. It is noted in the atide 4 of the Agreement thet the Eximbank
of Turkey and the Nationd Bank of Georgia should negotiate a the next mesting on
dlowance of 50 million dollars of trade credit to Georgia

According to the same agreament “the Government of Georgia shdl be the
guarantee for observace of obligations concerning the obtained credits’.

On February 12, 1993 the Vice-Premier of Georgia Roman Gotdridze and the
FHnance Miniger Kakha Popiaswili d9gned a guarantee letter ensuring the Turkish
paty thet the Georgian Government shdl be the guarantee for compensation of the
credit.

On the same day the agreament between the Eximbanks of Georgia and Turkey
was dgned. The Sgnaories of the Agreament on the Georgian dde were the Presdent
of Eximbenk of Georgia Mikhall Likhachov and Vice-Presdent Vderi Vibliani.

The terms of the agresment on Turkish credit were severe and unilaterd:

1 It was not a currency credit, but a technicd, commercid one,
accrediting the purchase of the goods produced in Turkey. In accordance
with the Agreament, a leest 50% of dl goods should be of Turkish
production.

2. The cedit was to be dhot-teem (3 years) and the paying off
conditions were very unfavorable 40% of the credit should be cdled in for
the fird and second years (totding 80% for the firg two years), and as for
the third year, agreement envisaged compensation of 20%.

3. According to the Agreement, annual percentage tax was
edablidhed as o-cdled “Libor"+%; as to the nonpayment of aty sum
(basic or percentage), a fine of so-cdled “Libor”+ 4% was imposed.

4. By the sum of the dlocated credit the Georgian Sde was entitled to
cdl in only 95% of the goods cod, as to the red, they had to get 5%
themsdves and trande into the account of the Turkish dde The above-
mentioned caused additiond difficulties as a tha time the country was
ungble to afford such a big sum of money.

5. The Georgian dde hed to pay off the rex 5% in every 6 months

Having drawn up the contract bass the Committee for Foreign Economic
Rdations made an andyds of red condition of the project that should be financed by
the Turkish project and on October 13, 1993 the Condusion was presanted to the
Cabing of Minigers and David lakohidze, the Finance Miniger.

Under the Protocol No. 213g of October 29, 1993 sgned by the charman Otar
Pasatga Cabingt of Minigers the falowing organiztions have been financed by the
credit obtained from Turkey :

1. The Bread-uff corporaion
Used amourt - $ 11.784.625

2. The Minigry of Trade

Used amount - $8.503.185

3. The “CocaCola Kavkasoni”
Used amount - $4.944.998

4. The Shulaveri Wool Factory
Used amount - $2.374.012

5. The Drinking Weter “Gevd’
Used amount -$ 4.750.000

6. The Hm “Aragvi”’
Ussd amount - § 1.693.103



7. The Minigry of the Pog and Communication
Used amount - $4.997.605

8. The Rudavi Cement Factory
Usad amount - $2.569.750

Of the totd 50 million credit $ 41.5 17.278 have been used. From June 1993 to
May 1994 dl aove liged organizations drew the agreaments on credit with the
Eximbank of Georgia Beddes, the Bread-duff Corporation, the Minisry of Trade
and the Minidry of Pog and Communication were given the guarantee letters sgned
by David lakobidze, the Minides of Fnence dlating 15 million dollas for the
Breed-quff Corporaion, 10 million ddlars for the Minigry of Trade and 6 million
dallars for the Minidry of Pogt and Communication.

The guarantee letter for the Minigry of Trade was drawvn on the grounds of the
Resolution No. 777 of October 17, 1993 dgned by Prime-Minider Otar Pasatda, as
regards the letters for the other two Minidries they were drawvn up by the Miniger of
Fnance without any resolution.

The Minigry of Economics did not advise the Minidry of 8,5 million ddlars for
the reason thet they had not caried out a marketing andyss and redization of cartan
kinds of goods a the dipulated cos seemed to be doubtful; Thus there was not
“doolute guarantee of repaying the credit’(the letter of the committee for Foraign
Affars to the Miniger of Finance, October 13, 1993).

The mentioned condderation had been presated to the Minider of Fnance
D.la&kohidze and the Charman of the Cabing of Miniges O.Pdasada in a written
form, but they ignored it and dlocated the credits to the Minidry of Trade.

What concans to the private dructures, the firm “Aragvi” enjoyed the guarantee
of the foundation of democracy and redoration. As to the Shulaveri Wodl Fectory,
the cedit was given through the medigion of the former Miniger of Indudry V.
Keredidze Beddes the credit agreaments between 5 mentioned organizetions and
the BEximbank, the mortgage agreement was dso made quite lawfully. Acocording to
the mortgage agreament, in case of falure in repaying the credit, the Eximbank will
be entitled to take the possesson of those organizations fixed and movable property,
the avalable amount and find products, as wel as the goods purchesed under the
agresment.

It should be mentioned that mortgage agreament was a mere of formdity as the
cod vaue of the propaty of these organizations was much less then the credit dlotted
for them. For example the cog of fixed and movadle propety of the Drinking Water
Factory “Gevd’ amounted $244,000.

Beddes the above liged eght organizaions have been ingoected in the fird
quarter of 1995 by the Chamber of Control. The ingpection has been carried out on the
grounds of the Resolution of December 24, 1994 adopted by the Prime Miniger,
entiting the Prosecutor’'s office of Georgia the Minigry of Internd Affars the Tax
Ingpectiorate and the Minigry of Fnance to implement the investigation in order to
dear up the gtudion in those organizations concarning the credits The conduson of
the Chamber of Contrad is as folows “With respect to the credit dl dautory and
legidaive acts have been digegarded. Owing to this fat, the proper and timdy
repaying of credit becomes problemdaic’. None of the mentioned Minidries have
reected upon the srious aorogaions noted in the revison act of the Chamber of
Contral.

Owing to the above mentioned, that is how maters dand concerning the credit
repayment:



|. Rusavi Cement Factory

As it has been noted above, the Rustavi Cement Factory obtained a credit of $2.
569.750 from Turkey. This amount has been used for purchesng the technologica
equipment (filters a packing and tranderring shop complex, €c.).

The factory has not pad a dollar so far. The leeders of this factory, as well as
the Minidry of Fnance, give the energetic arigs as a vdid reason of it. But actudly
the factory has not been ingpected by anybody and the red reason for non-repayment
of the credit has not been esteblished.

According to the Miniry of Finance, besdes the credit debt the enterprise has a

netiond (budget) det, amounting 547.029 lai and some 236.876 lai of vaious
organizetions. As to the credit debt, it makes up $ 3.073.525.

Il. The Drinking Water Enterprise “Geva’

The credit dlocated for this Enterpriss, as mentioned above, amounted $
4.750.000. In 1994 pat of this sum was used for aranging of the naturd Drinking
Water Enterprise near the Natakhtari village

The Enterprise has not repaid a dollar and the credit delst makes up $ 5.409.167
a a present momentt.

According to the Minidry of Finance, the reasons of nonHpayment of the credit
are as folows

1. Notgudified eguipment and machinery

2. Notqudified filters because of which the production was of poor
qudity.

3. Blocking of the ralway communications, etaling the falure in
meding with a reedy market of Russa

Rdiability of this information dhould be checked by the lawv-enforcement
bodies. As to us, we would like to acquant you with one episodes According to the
information made by T.Chavchavadze, head of the Tax Ingpection of Mtskheta on
July 8, 1995 “The shops of the Drinking Water Enterprise “Geva’ were seded up by
the executives of the Minigry of Intend Affars’ and T.Chavchavedze could not
communicate with the executives of the Enterprise “Gevd'.

[ll. The Shulaveri Woodl Factory

$ 2.374.012 had been dlocated from the Turkish credit or the Shulaveri wool
factory. The sum should have been used for purchesang 1496 tons of wodl. In fadt,
only 956 tons of wool of poor qudity hed been imported, as the ret 550 tons, the
process of delivery had been stopped.

In order to compensste the loss the Factory brought in action agang the
Turkish 9de a the Commerdd Law Court of Moscow and the letter was enforced
by action to compensate $2.374.012. The Turkish Sde did not make the amends as
it is noted in the bads of contract of February 12, 1993 tha any kind of dispute
between the paties (Georgia and Turkey) shdl be sdtled by the Court of London
according the Laws of England.

According to the information of the Minigry of Fnance the case has been
brought before the court of Ankara and the results are not known yet.



In repect with the Shulaveri Wodl Fectory it should dso be noted thet on
October 4, 1994 a aimind case was indituted and is ill in progress a the
Investigation Department of the Generd Prosecutor.

In his letter of November 1, 1996 concaning the wool imported from Turkey,
the Gened Prosecutor gives the folowing information: “Certan executives of
Shwulaveri Wod Factory and the Eximbank of Georgia acted irrespongbly, as far as
the Director of the Shulaveri Wod Fectory was too lae in laying a dam on ddivery
of low-grade wool,”as to one of the employee of the “Sakeximbank”, “he made an
unwaranted request to the Eximbank of Turkey for extenson of the term of credit,
thus enabling the Turkish Sde to ddiver the third and fourth betches of the worthless
wool and write of above $ 1.2 million to its advantage'.

As to the Gened Prosecutor's letter of Februay 19, 1997, we got an
information thet the investigation of the case has naot been finished yet for the lack of
reponsss from the Minidries of Trade, Foregn Economic Rdaions and Foreign
Affars of Georgia as wdl as from the “Interpole’ and the Embassy of the Republic
of Turkey.

This factory, like two above mentioned ones has not repaid a dollar o far and

its credit debt makes up $ 3.057.263.

V. The Hm “Aragvi”’

The FHrm “Aragvi” hes usad a credit of $ 1.693.103. At firg $ 3,3 million hed
been dlocated for purchesng of building materids and fumiture to arange a tourid’s
complex for 64 persons in Gudauri village In April-June 1994 the goods purchasd
on credit were ddivered from Turkey. The res of the credit sum has not been
obtained through the supplier.

Judging from the revison act of the Chamber of Contral, the goods of the $
11.437 worth have been trandared by the Firm “Aragvi” to the account of executing
the prgect of the “Sakgvirdbmshen”, the goods of $ 69.185 worth were given to the
hote for 8 persons in Gudauri village and the goods, purchesed for the rest $170.159
are kept a the warehouse of “Aragvi”.

As the invedigaion showed the maeids concaning the firm “Aregvi” hed
been st to the Minidry of Security. According to the information given by this
Minigry “The undated and wade acts ae dravn up as a result of the ingpections
caried out in 19951996 by the Prosecutor’s Office and Chamber of Control of
Georgia, as wdl as by the executives of the export-import Bank of Georgid’.  There is
a noteworthy detall in the letter: “According to the prdiminay ddaa given by the
expats the cod of the purchasad goods is much higher than the red price’.

The firm “Aragvi” hes to cdl in a credit of $ 1.861.170 before the end of
November of the current year.

We have dreedy metioned the irreponshility of the executives of Tax
Ingpectorate, they faled to communicate with the parsonnd of the firm “Gavd’ when
ingoecting the enterprise The same can be sad concamning the firm “Aragvi”.

The letter of July 26, 1996 st to Tax Ingoectorate by Z. Kiraishili, Chief of
Ingpection of the Vake didrict, says tha “they have no informaion about the address

and attivities of the firm “Aragvi”.
It is quite dear thet “working” of such offidas will nat favour the repayment of

the gate credit.



V. “Coca-Cola Kavkagoni”

The enterprise has used $ 4.844.998 of the credit. The sum was pent on
purchasng the boxes, bottles and corks from the firms of Turkey.

According to the condudon of the Minigry of Fnance “CocaCold’ is in a
beter finandd pogtion then other organizetion. The enterprise carries out its regular
adtivities and the productivity is growing year ater year, in 1996 the firm trandered
2,2 million Lai to the date budget, but as a matter of fact “this firm of good finanad
podtion” has repad only $ 376.972 of the credit debt and in Spite of expiration of
credit repayment firm (December 16, 1996), the credit of $ 5.641.068 has not been
repad 0 fa. As conduded by the Minidry of Fnance the achievements and plans
for the future of the enteprise “CocaCold’ “are based on reinvesing of extra
finandid resources, obtained through non-repayment of the to face the fact that $ 5,5
million should be repad from date budget.

Of different opinion is the Procurator's Office of Georgia It is noted in the
letter of May 13, 1996 that “Particular attention should be directed at the
organizations which obtained the credit, kegp on producing and redization of the
goods, have condant income and refuse to pay of the credit (such organizaions as
“CocaCola Kavkagoni”, the Minidry of Post and Communication)

It is obvious that of 5 organizations, involved in debt of above $ 20 million,
three organizations have not repaid any dallar, as to the rest two enterprises, they have
pad oft some 400 000 dollars, and the date does not take any measures concerning
the maiter!

As it hes been noted dl privae organizaions have conduded the mortgage
agreaments with the Eximbank. According to the law it is necessty to redize the
agreaments, as regards the minidries and offidas ae under suspidon that they have
got the percentages from those organizations or the credit have been dlocated under

the patronege.
If the condugon is wrong, we have to dear up the quedion of the law.

VI.The Minidgry of Communication

Out of 5 260 000 dollars dlocated for the Ministry of Communication, 4997
600 dolars have been used. The Minigry of Communication and Pog has pad oft
567 599 dollars and the debt of this structure 5050 957 dallars. According to the
Minidry officdd the tact that pat of tdephone subscribers is unadle to pay for the
savice in proper time. As to us we find an assartion groundless.

Correctness of out opinion is proved by the Conduson of Eximbank of Georgia
dated 1995, pointing out that “the Minidry is solvent and can pay oft the totd debot,
induding the percentage one”

VII. The Bread-diff Corporation

Out of the credit amounting 12 937 000 the Corporation has used 11784625
dollars. The sum has been spent for purchasing of 76 400-ton wheat and 15 600-ton
flour, Bread wes redized a firm prices and the Corporaion hes repad 233 348
dollars 80 tar. As to the deht, it maces up 14625034 dallars, which should be pad oft

by the State budget.



VIII. The Minidry of Trade and Maerid Resources

Out of 8 900 000 dollars credit 8 503 185 dallars have been used by the
Minidry.

Str'IB'/he Minidry of trade and Materid Resources has conduded 4 agreements with
the Turkish firms

1. 1281250 ddllars have been spet on purchesng of the accumulators and
pullovers from the firm “’Sarpi’’.

2. 4525 739 dollas have been spet on purchesng of the curtans table
cdothes magaine glazed tiles done tiles, refrigarators, and tire-covers from the
“Junicom”.

3. 1171 250 ddllars have been used on ddivery of the sanitary enginesring and
the atides of gened consumption from the firm “Sowvturi”.

4. 1972617 dollars have been pad for ddivery of the lesther wares shoes
cogndics from the firm “Sadam’.

The goods have been sdected and the agreaments ae Sgned by Giorgi
Gorgodze, Ex-Chief of Foreign Rdaions Adminidraion under the Minigry of Trade
and Temur Khurddze, former Deputy Minider of Trade,

According to the Resolution N9 of January. 1994 passed by the Minigry of
Trade the Rerigardting Plant Enterprise N4 was indructed to recelve and provide
trangportation of the goods purchasad under the credit of Turkey. But the goods have
been redesmed from the Segport and Custom -house of Pot: by the adminidraiors of
the Trade Houses “Sameumeo Sakoneli”, *“Sakpeksatsmelvachroba’ and
“ Sportkultsakondi”.

The Trade House ‘Sameurneo-Sakondi”

(Household Goods, Director G.Erghemlidze) obtained the goods to a totd vdue
of 4271500 dallars of which the goods to vdue of 105 000 dallars had been redized
to the end of 1994.40 600 dallars of the sum have been trandferred to the Eximbank
and 64 600 dollars have been used to big cover the expenses of trangportation the
goods from Hie Republic of Turkey. In our opinion the sum is to big and the case
should be checked by the investigation agencies.

Trade House “Sakpeksatsmel vachroba’(Footwear shops of Georgia,
Adminidrator Sh.Kirvalidze) have recaved the goods a a vaue of 304 400 dollars.
Till the end of 1994 the goods of 20800 dollas Vdue had been redized 19600
dollars of the amount have been trandered to the Eximbank and 1200 dollars have
been spent to the expenses.

It should be noted that various articles (shoes, handbags, etc) of 398 600 dollars
vadue have not been induded in the income. As daed by the officds of the Contral
Chamber checking the case, the retall prices for redization of the goods hed not been
edablished besdes that the agreements on dorage of the goods were missng as wall.

According to the Resolution passed by the Minigry of trade Mr. Tamez
Daudhili, Director of the ‘Sportkultsskondi” sports goods a that time, was charged
with recaving and trangporting pat of the goods purchesed on credit induding
teking-out of the goods such as garments from the Port of Poti. The goods a a vdue
of 3 194 400 dadllars have been brought in to the bases of the “ Sportkultsakondi”.

It is noted in the revison act of the Control Chamber that by the end of 194
available funds of the ‘Sportkultsakoneli” amounted to 59 200 dollars after
redization of the goods. 44 700 dollars have been trandared to the Eximbank and 14
500 ddllars have been dlocated in T.Daudwili’'s own name to cover the exnensss of



trangportation of the goods. As a maiter of tact, the mentioned expenses have nat been
regideed offiadly, to sy nothing of the unilaed ads sSgned by the individuds
engaged for ddivery of the goods. Is regidered besdes that, the loss of 79794 dollars
caused by bumning of the goods ven ($17760) and breskage ($62034) when
trangporting the goods on the taritory of Georgia

To our regret, the lig of losses and dameages can be continued:

o The warehouse of "Sportkultsakoneli" receved a batch of fire -covers,
misSng 76 pieces

e The loss caused by trangoorting the lot of magaine from Turkey to
Georgia, amounted to 3 1219 dollars ( though, the loss has been
compensated by the port of Poti and Rallway Depatment )

« The goods of 4245 dallars worth have been robbed from the Tdavi Trade
House.

e The goods a a vdue of 8909 dollas have been taken away from the
commedd firm "Khashuri".

+ The goods of 7444 dallars vdue was missng in the sore N 64 of the Trade
House “Sameumen Sskondi ¢’ (the census materid of the Tax Ingpection
was sat to the Police but the case has not been invedtigated because of the
lack of auffident argumentation’s )

Dutch tiles & a vdue of $2620 have been witten off by the dae enteyvise

“NIK-91”’

We have dready showed a loss of margaine fast we have not fold dl. 1448 tons
of margarine in dl, & a vdue of $12 13 760 hes been ddivered from Turkey. The
product has been s0ld a a symboalic ration price, 1 kilogram priced 24000 coupons,
and i.e. about 6 cents.

It was done on the grounds of the Resolution of February 17, 1994 dgned by
Mr.Zankaliani, former Minigter of Trade, who, according to his words, was influenced
by humane congderations But the facts bdie his words. To begin with, the ration of
margaring, 200 grams per capita, could not by any rdief for the population. Secondly,
redization of the margarine in that way brought in amdl profit, amounting to 84200
dollars ingeed of 121300 dallars the sum has been used for spent to cover the
expensss of trangportation of the goods, hat sarvice, eic. Not a sngle dollar has been
trandeared to the bank. 113 1135 dollars, wasted because of the difference of prices,
have been st down to the prices of other goods, resulting in increesing the cogt of the
latter’'s Judt this is one of the reasons of finding no market for those goods

Beddes thdt, the difference of the pod-redization and redization prices reduced
the taxabdle profit. Concarning this the Contral Chamber pants outing the revison act
according to the in force (Indruction N1 passed on January 31 1994 by the Tax
Ingpection, atide 8) the minidry of Trade is charged with paying 3045 920 dollars
for sate budget.

More digressng is the case concamning the firm ‘Zaud’

On May 29 1995 the Thilis cold gore No. 4 and the Russa firm ‘Zaud’
conduded an agreement dgned by the Former Minider of trade T.Zankdiani on the
pat of Georgia Under the agreement the goods & a vaue of 1,2 million ddlas
imported from Turkey have been ddivered to the “Zayd'.

“Zayd was obliged to pay off 25 percent of the vadue in tree days after
recaving the goods, as to the rest 70%; it should' ve been paid during the two month.
To our regret, even two years later “Zarya’ has nat rgpid a dollar.

The guaratee of the firm “Zayd is Swiss firm “Albatross holding LTD”,
presded by someone named Arvelod Jneenava. A.Jgerenaya strangely enough. hes



not been asked to draw up a guarantee letter, though he is named in the Agreement
and figures as a Sgnature; As regards the Agreement and, it is drawvn up o bedly that
gves no information on.

The mentioned firms, such as addresses, regidration agendes, dates and number
of regidration, gppropriate bank catificate confirming the solvency and trudiness of
those firms

As it has been deared up the commisson, on June 23, 1995 A.Jgarenaya
founded a joint Georgian — Turkish bank «Avirgobank» on the base of the
«Eurobond» (after reorganization of the later). On July 3 1, 1995 was issued a License
on execution of banking operations. Arvdod Jgerenaya hes been gopointed the
Chairman of the Supervision Council. But T.Zankaliani has two letters of
AaJgerenaa One of them, dated July 2, 1996 and addressed to D. lakobidze and T.
Zdddidwili deds with the promise of A. Jgaenaa tha his firm dhdl repay the
credits by ingdlment until the and of September 1996. As to the second one, dated
December 24, 1996 and addressed to M.Zankdiani, seems to be rather hopdess, In
that letter A.Jgerenaia expresses his can contact him in Switzerland.

Neither old new Ministries of Trade (Mr. M. Zankaliani and Mr. T.
Zddadanigwili) not Minigry of finence (Mr. D. lakobidze) and the Prosecutor's
office of Georgia (Mr. J Babiladwili) have teken any dfective messure 0 far in
order to ascertan the wheresbouts of the above mentioned firms (Zaruay, «Albatros
Holding)) and «Avirgobank«) and sequedrate the properties of the latter companies.

Though, it should be mentioned that the Minidry of Trade and Fordgn
Economic Rdations of Georgia redly sent a later dated October 30, 1996 to the
Generd as wdl as the firm it say and take every mesaures envisaged by the fur.

Our Commisson too has teken an interest in this case and goplied to the
generd procuraor for some informaion. The later, in his turn, notified us on
November 1, 1996 that the materids about the «Zarya» had been forwarded to the
Minidry Intend afairs

The Minigry of intend Affars has not acknowledged the recapt of the
meterids. In response of as second letter the officds of the mentioned Minigry & lagt
recollected a last and on March 6, 1997 informed us that the materids on the firm
«Zarva» had been fowaded to the materids been forwarded to the Minidry of
Internd  affairs.

The Miniger of Internd of the maeids In reponse of as seoond later the
offidds of the mentioned Minidry a lag axd an March 6,1997 informed us thet the
maerids on the firm «Zaria» had been forwarded to the maerids on the Minidry of
Sae Security acocording to the information of the later the minisry of date security
recaived the current years.

What has happened with the goods imported from Turkey?

The redization cogt of the goods imported from Turkey to a totd vaue of 7
750 856 ddlas amounts to 10 million dolars cdcaulding on the expensss of
drculaion of the goods and compensation of margarine price

According to the natification of the Minigry of Trade S0 far, it dosng the fadt
tree years have been redized the goods to a totd vaue of 2 349 752 dallars, as to the
credit repayment, the Minigry of finance informs that only 1 029 103 ddlars have
been trandared to the account. The goods to a totd vdue of 6 million dollars have
not been sold yet and are sored in the warehouses

Present-day offidds of the Minisry of Trade suppose thet the goods from
Turkey have found no market because of heavy prices and poor qudity, as the former



offidds of the same Minidry, they think that it happened owing to bad organization
of the goods redization.

The Minidry of Hnance accusss the dd adminidraive officds of the
Minigry of Trade for the mos pat of neglecting the following drcumdtances when
determining the nomendature of the goods intended to be bough:

1). The buying power of the underpad populaion of Georgia a thet time,

2). Heavy price of certain goods under credits

3). Not taking into account the posshility of ddivery of the andogous to the
goods imported from Turkey.

The agument of the Minidry of finence ssams to be more corvindng. In
1994-1995 the population of Georgia was gaving in the true sense of the word and it
is difficult imagine that they could afford buying of such goods as refrigardors
lesther or suede jackets etc. We d0 cdl the heavy wholesde price of those goods in
quedion.

As it has been noted, the Minidry of Trade is out of means to repay the sum to
be pad off it amounts to 9, 5 million dollars

Apparently the date has to repay this and the sum which has to been
rembursed on the part of the Minidry of Trade, should be written off as aloss.

To meke the picture complete we have to spesk of the measures concerning
the credit repayment taken by credit repayment.

Such meesures were taken in degp, but on the paper only and it is quite dear
thet they were of no use Tha is why the cae of Turkish credits has not hed any
progress.

As far back as 1994 (March 14) copies of the labds Sgned by vice premier
OPasaga were fowad to every creditors to provide dearing off the lidbilities in
time.

On December 16, 1994 Charman of the Cabinet of Minisry Mr.Otar Passtda
hdd a conaultation on the problems concening the credits of Turkey. The Generd
Procurator reported on the abuses of credits The medting participants formed a
governmeatt commisson predded by Presdet of «Sakeximbank» Mr.Z.Sioridze.
The officers Chamber and Ministry of Finance became the members of the
commisson.

On Decamber 21, 1994 the Cabingt of Minidry formed a specid commisson
condging of the representation of Naiond Bank, Committd for foreign rdaions
Sae Tax Ingoraion, Minigry of Internd afars Control chamber and Minigry of
finance

The Cabinet of Minigers hdd ancther conaultation on the question of Turkish
credit on March 21, 1995. One more commisson was formed & the sesson under the
leedership of Mr.l.Bachiadwili, Charman of the committee of foreign Economic the
cabinet of Minidry once a month on the Stuation concarmning the credits repayment.

According to the information presented on August 11, 1995 by the
prosscutor's Office, they gpplied the Charmen of the cabinet of Minidry to oblige the
agendes under his adminidration to provide the prosscutor office with information,
The same request to the Committee of foreign Economy Republic. In response they
recaved a litle natifying that ((owing to tack of the revisonrcontralling sarvice the
Committee is nather obliged nor adle to carry out that kind of work.))

The Style and methods of working of the Cabingt of commisson each time,
though without any success and profit of the case is dear. Did not react upon the



revigon act drown up by the Control Chamber in 1995 and deding with quite a
number of abuses

Snce 1996 the Cabinet of Miniders has been aolished. Hence the measures
concarning repayment of the Minidry Turkey should have been taken by the Minidry
of FHnance Minidry of trade and Economy reactions but the Minidry of finence and
Trade rduse to take responghility for the above mentioned.

The Minidry of Trade supposss the Minidry of Fnance to be responsble as
fa as the “EximBank” hes natifying that the later bears the responshility for
deaing off the debts and other expenses in cae the Minidry fals to repay the
outdanding debt percentage, as wel as other expenses

The Minigry of Finance argues agand it on the grounds of the Resolution No.
777 passed on October 17, 1993 by the Prime Minigter and the financid responghbility
of a resolution for the credit repayment lies upon the Minigry of Trade and Materid
Resources. So, the later bears maerid as wdl as mord responghility.

In order to atack the problem in 1996 the Minidry of Finance contiuady
chaged the Tax Ingoetion with providng rambursament of the sums As to
fulfillment of the task we can judge by deads of the high executives, halding the films
«Ghevay and «Aragvi» Up & an example As regads the Minidry of Trade and
foragn Economic Rdaions for years it has fomed three different commissons
concaning the problem of Turkish cedit, those commissons caried out thar
adtivities under the leedership of Deputy Minigers. Other meesures have dso been
taken. The Minidry raised a quedion before the Minidry of Finance to mark down the
goods, but the effort proved to be van.

On May 17, 1996 the Minidry sent a letter of concrete suggestions to the State
Miniger Mr.N.Lekishvili. He, in his turn, fowarded the Ieter to the Minidries of
Jugice Fnance and economies to take the messures But none of the above
mentioned hes done anything.

Ther inatness was caused probably by «the dreumdgne deoriving the Minigry of
Judgice of the posshility to give independent consdedion to the subject under
discussion», as commented the Miniger of jusice Mr.T.Ninidze on February 27,
1997. Other Minidries seemed to be of the same opinion.

Snce Augus 15 to September 10, 1996 an invertory of the retal trading
network and joint sock companies had been made, but it did not settle the question

On October 30, 1996 a letter concerning the problem of the firm «Zarya» was
forwarded to the Generd Procurator. We have dready discussed the measures taken
by the prosecutor’s office in order to work out the problem.

On November 9, 1996 the Minisry of Trade Presanted the ((Results of
Inventory and Information on Current drcumdances)) (es defined by the Minigry) to
the Chief of Economic Sarvice Mr.P.Bakradze, though the latter in his lagt letter dated
March 5, 1997 natified tha materids concaning the credit of Turkey hed been
presented to the Economic Savice of dae Adminigration by the Minigry of Trade
and Economic Rddions not on his own initiative but on the request of the mentioned
Savice

On March 15, 1997 the Consultation and Economic Coundil under President
of Georgia consulted the Stuation concerning the repayment of the credit obtain from
Turkey.

Presdent chaged the Genad Procurator with bringing a aimind action and
infringes and hdds a prdiminary inquiry of the case

Thus, 2 262 266 dadllars out of the credit obtained from Turkey amounting to
41 5 17 278, have been repad. As to the debt. It makes up 48 154 964 dollars and the



sum is more then the given credit as it counts the percentage of 2857 069 dallars and a
fine of 4 459 611 dollars.

Under the Resolution of September 1, 1994 issued by Heed of the State the
sum is conddered to be State debt and should be repaid by the State debot budget.

Conclusion of Commission

1. According to the Agreement conduded by the foreign Minigers of Georgia
and Turkey on dlocation of the commodity credit amounting to 50 million dallars by
Turkey for Georgia the further negotiaions should have been on a the levd of the
Turkish Eximbank and the Nationd Bank of Georgia, but it did not teke place By
dedining the Nationd Bank to teke pat in the tegks the Cabinet of Minigers a that
time promoted the recaving of credits under the terms unfavorable for Georgia

2. Under the Decree issued on Sgptember 8, 1992 the Minidry of Fnance in
the way of duty had to «carry on negotiaions with the foreign creditors on the terms
of recaving and paying off the loan». The action of the former Miniger of Fnance
K.Popiashvili , Vice Premier and curator of the Minigry of Fnance R.Gotgridze is
upposed to be contradicting the interets of the Sate Having worked out the
unecceptable for Georgia terms of recaving and repaying the loan, on February 12,
1993 the presented a guarattee leter in Ankara notifying the Turkish Sde that
repayment of the credit shdl be guarantesd by government of Georgia The same day,
on the indruction of the above mentioned offidas the Presdent of the Eximbank Mr.
M. Likhechov and Vice Presdent Mr. V. Vibliani ggned the cedit agreament
conduded between the Eximbank of Turkey and Eximbank of Georgia

The Agreament was shackling because of the short term of sdttling the debot (3
years), heavy percatage and fine sanctions («hibor+1», «hibor+4y), imposng the
Georgian dde to cover the expenses of trangortation and insurance (5% of the totd
um), progressive order of repaying the credits (40-40% for the first two years, 20%
for the third year) and frequency of paying off the credits (once every 6 months). The
responghility for execution of the above-mentioned lies upon the Cabingt of Miniders
a tha time.

3. In accordance with Article 26 of the Decree dated September 8, 1992 passed
by the State Coundl ((government shdl teke deddons on the ussge of foregn
credits)). But this was pradticdly neglected in the case of recaving and usng of the
Turkish credit. There is no redlution of the Cabing of Minigers concerning the
métter, with the exception of the Protocol N21/39 of the S&aff of the Cabinet of
Minigers, sgned by Charmen of the Cabinet of Minigers Mr. 0. Patsatsa, though it
is illegd and cedtes favordble conditions for giving pat of the cedit to the
organizations incgpable to pay off the loan.

4. When dlocding the credits a demand of producing the condusions on the
pat of different governmenta dructures was a formdity and those condusons have
not been taken into congderaion. According to the Conduson of the Committee
credit to the Minigry of Trade was inadmissble for the doubt about the redization of
goods a'the dipulated price and proceeding from the assumption it was imposshle to
pay off the credit.

Moreover, neglecting the agumentation of the Conduson N777 dated
October 17, 1993 Prime Miniger Mr. 0. Paisatda indructed the miniger of Finance
Mr. lakobidze with sending a guarantee letter to the Eximbank on dlocation of credit
to the Minidry of Trade Ingead of suspending the action of the letter, the Minigter of



FHnance on his turn issues the guarantee Ietters on dlowance of credits to the Minidry
of Communication and the Food-duff Corporation.

5. It was asolutdy unwaranted on the pat of the Committee for Foreign
Economic Rdations to drav a postive decison on the credits of Shulaveri Wool
Factory, “Coca-Cola Kavkesoni”, Drinking Weter Factory “Gheva’, firm "Aragvi"
and Rudavi Cement Fectory”.

None of these enterprises, taking into account their basc means and turnover
of dl cgitd, could ensure the bdance of the amount of credits on A.Gdeadhili,
charman of the Committee a that time (It should be dso noted tha mortgege
agreements had not been registered officialy by the moment of issuing of
Conduson).

6. The Minigry of Fnance (Miniger D.lekobidze) neglected the requirements
of the Decree «to dedine the debt management and cdculate the obtaned and
dlocated Sate credits), favoring with that ineffective ussge of the given credits
conceding the facts of infringement. It was only in 1996 when the Minigry of
Fnance st about regidration and caculdion of the foreign debts though no messure,
envisaged by the law has been taken to pay off the loan.

7. Snce prexnting a credits goplication the Minidry of Trade and materid
Resources (Miniger M.Zamkdiani ) has been ignaring the exiding gStuation of the
country when meking this or that dedson. Carying out the adtivities coordinated
with the offidds and dructures agendes of the adminigraion the Minigry tenured
credtion of red conditions leading the county to the damage of million dollars which
should be repad to Turkey by the Sate.

The Ministry of Trade and Foreign Economic Relations (Minister K.
Zddaganidwili) mekes no prattica efforts for redization of the imported goods
Nothing is done in order to investigate the recaiver of the guides a Russian firm and to
take up the sums increesng the amount that should be repaid from the State budget.

8. The Minigry of the Post and Communication obtained a credlit of 5 million
dollars Hdf a million dollars have been pad off so far. As to the credit amounting to
5 million dallars it is dill unpad. The regponghility for this rests upon:

- D. lakohidze, foomea Miniger of FAnance He on his initiative undertook the
repongbility of a guarantee for repaying the credits

- PIndia, Miniger of the Pog and Communicaion. According to Revison
Saement of the Tax Ingpection Mr. Pindjia is solvent enough to cover the loan but is
shirking the repayment of the credit and with tha increeses the loss of the Stae

9. Spedd atention should be pad to unsaidactory functioning of the
Prosecutor’s office of Georgia, which:

- Faled to take the measures naither in accordance with supervisory procedure
(i.e one of the basc functions of the Prosscutor's Office right up to November
25,1995) nor &fter receiving the Revison Statement of the Control Chamber;

- Bang memba of dmog dl the Commissons fomed on the cedits of
Turkey, faled to influence the commissons and did not teke the messures to
diminate the negative processes concarning the repayment of the credits of Turkey;

- Ddayad the invedigaion of the aimind case dosdly assodaed with the

credit of Turkey (Shulaveri Wodl Factory).

10. The Commisson congders it to be expedient:

- To teke notice of the fact that on March 15, 1997 a the sesson of the
Economicd and Conautaion Councl under Presdent of Georga the Genad
Procurator of Georgia was indructed with drawing up a conduson on breaches and



abuses on taking into condderation the responghilities of the ariminds and presanting
it to the Security Coundl.

- To fowad the Informaion and conduson to the Sae Adminidraion
office, the Ministries of Finance, trade and foreign Economical Relations,
Communication, Economy and to the Generd Procuraior of Georgia

Thilis
Apil 28,1907

Reaction:

On the grounds of Trade and of the presented maerids actions of the two
aimnd’ caes have been commenced a the Minidry of Sae Security. The
invedtigation is not finished.

Ex-Miniger of Trade and Maeid Resources M.Zankdiani and as wel as
other high offidds are made answerdble for the arimind cases mentioned above



On the Breaches Committed at the Joint — Stock Company
«Elmavalmshenebeli»

On June 15, 1996 the Commission was handed in an application (Col. -
227260) of the shareholders of the Join = Stock Company «Elvamavalmshenebeliy
dealing with the complicated situation taking place at the enterprise
«Elvamavalmshenebeliy, caused by certain subjective and objective reasons.

The applicants made a request for investigation of the mentioned problem,

A copy of the named application (N70/62, 12.07.96) has been also forwarded
to the Commisson from the secretariat of the Chairman of Parliament.

With a view to make careful study of the question the commisson coordinated
the work with the control chamber of Georgia. The Prosecutor’s offers of the
Republic periodically provided the Commisson with information (a criminal action
NI 6%611 has been commenced by the Procurator's offers of Railway Transport of
Georgia against the former administrators of the joint - Stock Company
«Elvamalmshenebelin).

Information is obtained from the Department of Industry under Ministry of
Economy of Georgia and the Railway Department under Ministry of Transport of
Georgia. The working group members held meetings with the high officials of the
mentionedpublic ~ administration.

On the grounds of the obtained information the following has been

established:

| nformation

Proceed from the information provided by the Information and Intdligence
Savice of Georgia, as wdl as the City Munidpdity of Thilig, the Control chamber
checked up a catan pat of FHnance and Economic activate of the enterprise
«Elvamalmshenebeli» for the period snce January 1, 1991 to December 1, 1993. The
results of the revison was discussed & he Coundl meeting of the Control chamber of
Thilis, hdd on February 11,1994.

For gross vidaions and irregpongble behavior of the board of maneger the

leeders of the enterprise have been removed of ther podts.
A new Directorate of the Joint Stock Company «Elvamalmshenebeli»

(Director Generd Z.Chivadze) was given the time to introduce proper order in the
counting of the enterprise The Contral Chamber of Thilis executed a documentation
revigon of finendd and economic adivity of the entaprise for the peiod of
fundtioning under the former and new board of management.

The reaults of revidon, didting facts of sarious vidaions were discussed a
the presdium sesson of the Control Chamber of Thilis ard on Augus 9, 1995 was
adopted a Resolution N6/1 «on the reslts of the documentary revison of finencid
and economic adtivity of the entaprise «Elvamalmshenebeli» under Minidry of

Industry».
Hnandd and economic edtivity of the entaprise was conddered to be
unsatisactory. According to Item 4 of the Named Resdlution Director Generd

Z.Chivadze and chief bookkesper V.Metrevei desarved to be removed of their ports.



On Augus 25, 1995 the maerids were presented to the Minidry of Indudry.
The later should have Studied the case and informed the control Chamber about the
meaaures undertaken by the Minidry until November 1, 1995, Ba as it turned out the
Minidry Indudry did not react in any way.

According to the Presdent’s Decree N30 issued on January 3, 1996 the Joint-
Stock Company «Elvamalmshenebeli» had been passed to the Ralway depatmert,
but the offidds of the named organization gopeared to be undable concerning the
guetion and did not react corregpondingly upon the Resolution of the Control
Chamber.

Conclusion of the Commission

Having discussad the informetion on gross vidlations taking place & the Joint-
Stock Company «Elvamalmshenebeli» the Commisson condudes

1). The Minidry of Indudry did not take aty messures to implemet the
Reolution N 6/1 adapted by the control Chamber of Thilig. According to ord
mativation of thar inaction the Minidry offidds hed been looking forward the
repested Discusson of the case a the presdium gtting of the Control Chamber of
Thilid. It is absolutdy unjudtified.

2 The Ralway Depatment, having put off the implementation of the
Resolution twice, fird for hdf a years then for a year, did not discuss the maerids of
the Control Chamber & dl.

3). Procesd by the above sad, the prindpd items of the Resolution N6/1 of
August 9, 1995 passed by the control Chamber of Thilis have not been implemented
so far.

The Commisson condudes

1). Rase a quedion before the Ralway Depatment of Georgia to discuss the
caze immediady and enaure the fulfillment of the Resolution N6/1 dated the August
9, 1995 of the Control Chamber of Thilis as wdl as detle